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BASEL III: CAPITAL EFFICIENCY AND CHALLENGES FOR INDIAN BANKS
M. JAYADEVEnhancing the banking sector’s safety and
stability has been the thrust of the post
financial crisis policy reforms, and
strengthening capital regulation of banks is
important among them. The main
objectives of this improved capital
regulation framework are: to strengthen
global capital and liquidity regulations with
the goal of promoting a more resilient
banking sector; and to improve the banking
sector’s ability to absorb shocks arising
from financial and economic stress. The
four important areas addressed by Basel III
are:
(i) augmentation in the level and quality
of capital;
(ii) introduction of liquidity standards;
(iii) modifications in provisioning norms; and
(iv) introduction of leverage ratio.
Implementation of these measures poses
certain challenges to Indian banks. This
round table discussion provides
a perspective on Basel III and the challenges
posed to Indian banks. The main issues
discussed are raising capital for banks,
enhancing profitability and returns to
shareholders, and the risk architecture of
banks.
Mr. M. K. Jain, General Manager, Syndicate
Bank, says that Basel III is a regulatoryprescription necessitated by the
inadequacies of Basel II. According to him,
Indian banks are capable of meeting the
capital requirements prescribed by Basel
III, while gearing up to meet other
challenges.
Mr. Subashish Roy, DGM, IDBI Bank, Risk
Management Department, says that the
major thrust of Basel III is on improving the
quantity and quality of the capital base of
the banks with stronger supervision, risk
management, and disclosure standards.
Mr. Gobind Jain, Senior Vice-President,
Kotak Mahindra Bank, argues that the
challenges of Basel III implementation in
India are more with regard to financing
growth and enhanced credit demand. He
articulates that once Basel III capital
requirements are in place, banks can
respond in one of three ways:
operational, tactical and strategic. An
operational response will be on the lines
of processes, methods and data. Banks
could also look into increasing efficiency,
strategic cost reduction, and reassessing
risky processes so that operating costs
will be reduced and productivity will
simultaneously increase. A tactical
response will be on the lines of pricing,
funding, and asset restructuring.
A strategic response will be along the lines
of the business model, organisationalstructure, and equity. Such responses will
be an active approach to balance sheet
management, undertaking strategic cost
reduction, including rationalisation of
branch structures, product rationalisation
or implementation of a shared services
model.
Mr. Rajendra Prasad, President, Citi Group,
Tampa/St. Petersburg, Florida, addresses
the question what aspects of risk
management should banks focus on.
Banks, he avers, must focus attention on
enhancing their risk oversight capabilities.
Banks need to clearly state their risk
appetite, and must quantify and qualify
their risk seeking behaviour.
Mr. Gagan Deep Singh, Assistant Vice
President e Treasury Analytics, Genpact,
India, says that the most relevant
questions revolve around risk management
and how to improve the risk architecture of
capital market institutions. Though
advanced risk management services may
not be prevalent in most organisations, we
are now learning the need for effective risk
management.
Prof M. Jayadev of IIMB anchored the
discussion and highlighted the fact that the
objective of this Round table is to review
important challenges in the
implementation of Basel-III in India and
other emerging markets.
